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The
Practicing
CPA

OCTOBER 1990

An AICPA publication for the local firm

LEARNING FROM A LOCAL RECESSION
The current economic climate should give reason
for pause to any CPA firm wishing to be in practice
at the beginning of the twenty-first century. Eco
nomic downturns present unique threats to the
unwary and the inexperienced. On the other hand,
learning from others’ experiences can be invaluable
in allowing one to escape similar circumstances.
With that in mind, I offer the following thoughts and
suggestions based on our experiences during the
recession in the Houston, Texas, area during much
of the 1980s.
The Houston recession came in two waves. The
first, in 1982—1984, affected the industrial sector,
particularly the independent companies in the oil
industry. The second, in 1986-1988, affected the ser
vice sector, including banks and accounting firms.
A recession is more than just an economic slow
down. It reflects a fundamental restructuring of the
entire local economy. This restructuring hits like an
earthquake, and the "seismic shift” often includes a
complete reordering of both the driving economic
base and the community leaders who command
that effort.
In Houston, many of the individuals who "ran”
the city no longer have power today. Their busi
nesses have gone into economic decline. During the
same period, future power brokers were emerging
along with the new industries they had developed.
Compaq Computer Corporation and many other
high-tech, medical, genetic, and aerospace com
panies that represent today's new power elite were
unknown in 1982.
To emerge stronger in the recovery period after a
recession, your firm must begin to shift away from
the old industries and locate the new emerging ones
as early as possible. To be successful, you must
accomplish three goals: maintain your financial
vitality, improve your organizations productivity,
and refocus your marketing. Doing this in the nega
tive atmosphere of a recession is difficult, and
requires considerable intestinal fortitude. Lets look
at some ways to achieve these goals.

Maintaining financial vitality
Your practice and client information is usually
ninety days old. In other words, it generally takes
about ninety days from the close of a financial
period to get a real understanding of what happened
during that period. Decisions made as a result of the
information then take about another ninety days to
show results. This means that 180 days may have
elapsed from when the problem actually started
until it is dealt with effectively. Unfortunately, few
small businesses, including accounting firms, have
the economic resources to survive 180 days without
being dealt a fatal blow.
You can shortcut the process by immediately pro
jecting the next ninety days on a worst-case basis,
including billing and collecting. Take remedial
action immediately, no matter how distasteful this
may first appear. You will be thankful later that you
did.
Managing cash. The first item that disappears in a
recession is easy credit. Banks tighten up just when
everybody needs money. The result is a liquidity
crunch and stretched receivables. At the same time,
the demand for your services may actually increase
as companies in trouble seek the assistance and
advice of CPAs in order to survive.
Unfortunately, many of these clients may not be
able to pay you. You may have some difficult choices
with regard to some long-time clients who need
your help and to whom you feel obligated, but who
cannot pay. Try to help them if you can, but don’t let
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their going out of business take you with them.
Change your pricing system. I suggest you reex
amine your pricing system because you will come
under immense fee pressures during a recession. To
succeed in such an environment, it is necessary to
apply some of the sophisticated pricing techniques
used in many industries. These include pricing
leverage, that is, setting your fee at the most oppor
tune moment, and using pricing psychology to
assure timely payment.
Accountants are usually not trained in these two
skills. They tend to establish price at the lowest
point of leverage, and fail to lead their clients
through successive stages of price resistance, then
price anxiety, and, finally, payment resistance.
By using a pricing process that takes these factors,
into consideration, you will find that write-downs
can be substantially reduced and receivables kept in
a healthier state.
Reduce inventory. Staying in business during a
recession means properly allocating the firm’s lim
ited resources. In industry, the first step is to reduce
inventory levels. Those companies failing to do this
are usually among the first to go out of business. The
same holds true for accounting firms. Here, inven
tory consists of people. The mistake made by many
CPA firms is to maintain high staff levels and to cut
back on investments in plant and equipment—the
exact opposite of what is done in industry. CPA firms
would do better to reduce staff and take steps to
improve plant and equipment.

Notice to Firms: Forms for Scheduling
Reviews Should Be Returned Promptly

The AICPA Quality Review Division and state
CPA societies periodically mail forms to firms
enrolled in the QR program and in the Division
for CPA Firms. These forms ask for information
needed to schedule the more than 4,000 quality
reviews and the more than 2,500 peer reviews
that will be conducted this year. Returning the
forms promptly is important, since follow-up
letters and telephone calls are costly. If your
firm has not yet returned forms for scheduling
reviews, please do so now.

Improving productivity
Generally, all industries improve productivity dur
ing recessions. Companies within those industries
that improve productivity the best, make the most
money in the next expansion. In Houston, many
companies adopted the "zero defects" management
system. CPA firms too, might consider this program.
(See the article, "Zero Defects—Managing Account
ing Firms in the 1990s,” in the May 1990 issue of the
Practicing CPA.)
To practice accounting efficiently requires a
highly-motivated, energetic staff. A zero defects pro
gram will both motivate staff for higher perfor
mance and provide the tools necessary to identify
slack in the operation. In fact, the program works
better in the service industry than in the manufac
turing sector because of its dependence on human
behavior rather than on automation.
Marketing
During recessions, many companies turn to market
ing as a means of survival. Unfortunately, you can
not market your way out of a recession. This does not
mean that you should abandon your marketing pro
gram, however. Instead, redirect and refocus it to
where it will do the most good—that is in retaining
the good clients you already have, and in identifying
new, future-growth industries that will lead the
recovery.
Retaining current clients during a recession is
difficult. Due to the adverse economic conditions,
they are more inclined to consider competing pro
posals on price alone. If you don’t want to lose good
clients, but don’t want to lower your fees, either, you
will have to offer them some other reasons to stay
with your firm.
Clients tend to view their professional relation
ships in emotional terms. They are concerned with
your reliability, responsiveness, assurance, empa
thy, and tangible attributes, and they take your tech
nical expertise for granted. One of the ways to assure
the same psychological response by every client is to
adopt a programmed client service system. By this,
I mean a formal method for managing clients’ emo
tions as described in the article, “The New Game—
Client Service,” that was published in the January
1990 issue of the Practicing CPA.
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Finding the new emerging businesses in your ser
vice area will require some innovation on your part.
Because they are new companies, they will usually
be unknown to you through your current referral
network. To remedy a similar situation during the
Houston recession, we appointed an advisory board
consisting of both clients and nonclients, and
developed some complex procedures to enable its
members to help us locate and attract these types of
clients.
We created procedures that included a wellorchestrated orientation program and a series of
tight agendas for succeeding meetings. The results
exceeded our expectations. The program is still in
use today and still works as well as when it was
started. Care must be taken in setting up such a
program, however, to make sure presentations are
appropriate and board members’ time is not wasted.
This is why we focused much of our effort on creat
ing an implementation process.
In conclusion, remember that the seeds of success
are often sown during recessions, at a time when a
firm's talents and ability to work under pressure are
challenged. This is the time, nevertheless, to posi
tion yourself for a brighter future. □

—by Timothy J. Beauchemin, CPA, Enterprise 2000,
1600 Smith, Suite 4250, Houston, Texas 77002, tel.
(713) 951-7300
Editor's note: Mr. Beauchemin has kindly offered to
send further information on the advisory board, client
service, and pricing systems to practitioners who write
to him at the above address.

CPA EXAM
GRADERS NEEDED
The AICPA’s Examinations Division is seeking CPAs and

JDs to assist in grading the November 1990 Uniform CPA
Examination.
The grading period begins two to three weeks after the
exam is given and continues for about six weeks. Graders
must provide a minimum of three seven-hour days each
week, excluding Sundays. All grading is done at the
AICPA’s office in New York City.

For additional information and
an application, write to:

AICPA
Examinations Division
1211 Avenue of the Americas
New York, NY 10036
212-575-3874

Cash Flow Help for Clients
Uneven cash flow is the number-one financial obsta
cle facing small businesses, according to a survey
conducted earlier this year by the private com
panies practice section (PCPS) of the Institutes divi
sion for CPA firms. Over one third of the 350
companies surveyed are confronting a cash squeeze.
Taxes and labor costs are their next most pressing
problems. Forty-six percent of those surveyed
believe the financial climate for small businesses in
the United States has deteriorated in the past three
years.
Nationwide, twenty-eight percent of the com
panies surveyed planned to borrow more money
this year than in 1989, mostly for expansion, new
products, and better equipment. The figure is
higher among manufacturers, companies in the
East, and among those with annual sales of $15
million to $25 million. Median annual sales of the
respondents was $5 million.
Among other survey findings: Fifty-seven percent
of the small business executives polled noted that
their bankers were "very willing and able to support
the company’s business goals.” Twenty-eight per
cent said their bankers were "moderately willing
and able.”
Robert L. Israeloff, chairman of the PCPS execu
tive committee, and partner in Israeloff, Trattner &
Company, a Valley Stream, New York, CPA firm,
notes that cash flow ranked higher in the survey
than any other financial concern, and that this rank
ing is consistent across regions, industries, and
company size. He says that undercapitalization con
tinues to be a problem with local businesses.
For a number of years, Israeloff, Trattner & Com
pany has published articles on cash management in
its client newsletter, Ideas & Trends. In one issue two
years ago, for example, the firm outlined the follow
ing ten strategies to help business clients improve
their cash flow.

How to increase cash inflow
□ Reduce the time between shipping merchan
dise and invoicing the customer. Consider expe
diting the billing of big-dollar invoices. If a
large shipment is being readied, arrange to bill
it on the shipping date.
□ Set up accounts receivable processing so that
the monthly statement is sent to the customer
several days before the end of the month. This
should hasten payment.
□ Take the necessary steps to settle customer dis
putes promptly, particularly with customers
who withhold payment because of a problem
with the order. Call nonpaying customers
(continued on page 6)
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A Regional Glimpse at the Profitability
of Public Accounting Practices

Large firms in the East had revenues of over $2.3
million, while large Northwestern and South
western firms, had revenues of slightly under $1.7
million. The national average revenue of large firms
was slightly above $2 million.
There were relatively large variations in revenues
generated among geographical regions, for both
large firms and individual practice units—much
greater than for small and medium-size firms. This
is because there is no upper limit to the revenues in
the tables for individual and large practices, while
the ranges are limited in the small and medium-size
units to $350,000 and $900,000, respectively.
Exhibit II shows firm net income. We would gen

For a number of years The Practicing CPA has
reported the results of a nationwide survey of public
accounting firms. The survey is sponsored by the
Texas Society of CPAs and enlists the participation
of other state accounting societies. The survey has
resulted in the compilation of many varieties of
data, some financial, and some dealing with firm
policies, practices, benefits, and other charac
teristics.
Because the data comes from most regions of the
country (most recently, from twenty-five states and
the District of Columbia, representing over 3,300
participating firms), the results paint a vivid
picture of the regionality of our profession.
The data included here reflects the results of
the 1988 operating year for these firms. In
the exhibits which follow, the firms were
divided into two broad categories: individ
ual practitioners and multi-owner firms.
The multi-owner firms were further sepa
East
rated according to size. Small firms have
Midwest
revenues of up to $350,000 per year,
NATIONAL
medium-size firms have annual revenues
South
from $350,000 to $900,000, and large firms
Northwest
have revenues of over $900,000. Data from
Southwest
national firms are not included. Rather, the
large firms are local or regional practices
only.
For building the exhibits, each survey
respondent was placed in one of five regions:
the East, Midwest, Northwest, South, and
Southwest. Altogether, the data from the
regions were supplied by 1,686 individual
East
practitioners, 394 small firms, 665 medium
Midwest
size firms, and 595 large firms.
NATIONAL
While it is no surprise that different
South
regions of the country reflect geographic dif
Northwest
ferences, what is, perhaps, unexpected are
Southwest
the similarities of an individual practice in,
say, Colorado to one in Houston.
Firm revenue and net income
The first two exhibits show average firm rev
enue and firm income in each of the five
regions. For each of these two measures, we
also computed a national average, weighted
by respondents from each region.
Exhibit I shows the total revenue gener
ated by the firms. Among the individual
practitioners, firms in the East had the high
est revenue, with $191,685 while firms in the
Southwest had the lowest with $144,842.
The national average for individual practi
tioners was $165,997.
Practicing CPA, October 1990

Exhibit I

Public Accounting Firm Revenue
by Size of Firm within Region

Individual
practioners
$191,685
182,299
165,997
163,542
158,297
144,842

Small

Medium

Large

$218,049
224,619
227,619
235,058
230,999
226,537

$590,716
576,840
577,320
579,367
545,002
580,023

$2,330,516
2,132,492
2,044,608
1,982,686
1,671,746
1,690,736

Exhibit II
Firm Net Income

Individual
practitioners
$76,683
65,116
63,960
63,733
62,623
56,116

Small

Medium

Large

$101,629
96,977
100,528
101,089
103,528
97,656

$225,668
216,506
216,307
204,598
213,424
215,871

$720,455
686,487
646,847
517,453
623,224
548,105

Exhibit III

Net Income per Owner

East
Midwest
NATIONAL
South
Northwest
Southwest

Individual
practitioners

Small

Medium

Large

$76,683
65,116
63,960
63,733
62,623
56,116

$48,773
46,000
47,491
48,684
47,971
45,770

$88,346
77,832
80,721
78,033
79,264
79,211

$133,765
117,734
118,605
103,993
110,998
111,946
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erally expect that the regions with the
highest revenues (Exhibit I) would also
have the highest firm incomes, and vice
versa. While this is generally true, the
correlation isn’t perfect.
For individual practices in the East, the
percent of revenues remaining as income
is in the neighborhood of 37 percent to 40
percent. On the other hand, for multi
owner firms, income as a percent of reve
nues averages 44 percent for small prac
tices, then declines to about 32 percent
for large firms.

Owners’ income
How does the net income of a practice
parcel out to the individual owners? The
answer depends both on the practices
income and on the number of owners.
Exhibit III provides some interesting
comparisons.
When you compare Exhibit II to Exhibit
III you notice that firm net income and
individual net income are identical for
individual practitioners. This must be the
case since an individual practice unit, by
definition, has one owner.
For the multi-owner firms, individual
owners' incomes vary considerably
according to the size of the firm. Small
firms provide the lowest owners’ income
but, within that size category, the income
averages change very little among the
regions of the country. The variation from
the highest income region to the lowest is
within a range of $1,800 (in round num
bers) over and under the national average
of $47,491, a variation from the average of
about 4 percent.
The national average income for large
firm owners is $118,605. The highest in
comes are in the East, at $133,765, and the
lowest in the Northwest, at $103,993.
These vary from the national average by
$15,000 (in round numbers again), about
13 percent.
The East tends to dominate, having the
highest firm revenues and incomes, and
the highest owners’ incomes for practices
of every size. The Midwestern firms are an
interesting comparison, also being above
the average in most of our measures.
At the other end—where the revenues
are lowest, with lowest firm and owner
incomes—no region seems to dominate
for all sizes of firms, although the South
west appears most frequently.

Exhibit IV

Standard Hourly Billing Rates

■ Individual practioners
Hourly
billing
rate

■ Large firms

Owners

$140

Hourly
billing
rate

Staff Accountants
(0 - 3 years' experience)

Practicing CPA, October 1990
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Regional billing rates
Seldom do we have the opportunity to look at billing
rates across such a broad geographic expanse.
Respondents to the survey provided their standard
hourly billing rates for different levels of firm per
sonnel, beginning with junior professional staff
(those with up to 3 years’ experience) on up to the
rate at which the owners time is billed.
Some of the billing rates are shown in Exhibit IV,
specifically to show the highs and the lows: high
rates billed for owners’ time and lower rates for
junior staff time. Billing rates for other professional
staff levels will fall in between.
Let’s concentrate on the owners’ rates first. East
ern owners of large firms had average billing rates of
$119 per hour. The national average hourly billing
rate was $109. I admit to being surprised by the lack
of variation in the average rates; for example, the
Southwestern and the Northwestern regions had
rates only one dollar per hour more than the
national average. The average rate in the Midwest
was $100; this was the low end of the range.
Owners of individual practices had lower rates,
the highest being $80 per hour in the East and the
lowest being $67 in the Midwest.
A similar pattern was found in the billing rates of
the staff accountants, with the Eastern region hav
ing the highest rates and the Midwestern region
having the lowest. Once again, there was sur
prisingly little variability between rates across
regions. In fact, in individual practices, the national
average billing rate was $38 per hour—identical to
the average for junior staff in the Southwest, the
Northwest, and the South.
Although from one region to the next the average
billing rates varied little from the national average,
it was true that there were large differences in rates
within a firm size category. Example: Some individ
ual practitioners billed clients at only $20 per hour
while there were others with rates exceeding $200
per hour. Even with these huge differences, one of
the beauties of statistics is that, with a large number
of survey responses, the confusion of variability is
eliminated with the emerging of an average.
Conclusion
Midwestern firms generally had higher-than-aver
age revenues and incomes, but the lowest billing
rates in the country—an interesting paradox. That
has an easy explanation. Midwestern firms gener
ally had more chargeable hours per firm and lower
operating costs. In contrast, Southwestern firms
had generally higher-than-average billing rates but
lower-than-average revenues and incomes, resulting
from fewer chargeable hours.
The regionality of public accounting does reflect
Practicing CPA, October 1990

differences within our practices, but there is sur
prising similarity in economic outcomes, regardless
of the region. We are convinced that the economics
of the region shape the practice, more than the other
way around. As with any other nonmonopolistic
business, the market plays a big role in determining
what an accounting practice can become. How large
and how fast a firm develops, and how it will enrich
its owners, is determined in a very significant way
by the shape of the region’s economy. This is cer
tainly not downplaying the importance of the
owners’ management skills. But the most skilled
managers cannot nullify the forces of competi
tiveness and the free marketplace. □
—by Carlton D. Stolle, CPA, PhD, Texas A&M Uni
versity, College Station, Texas 77843-4353
Cash Flow Help for Clients (continued from page 3)

before mailing a delinquency letter. This dem
onstrates attention to customers’ concerns.
□ Require delinquent customers to pay cash in
advance or upon delivery for future orders.
Customers will often settle past accounts to
avoid these requirements.
□ Concentrate collection efforts on the largest
accounts because in-house costs (telephone
calls, letters, and so on) are about the same for
all outstanding balances—no matter the size.
Israeloff, Trattner & Company advises clients that
collection agency fees are generally a percentage
(possibly one third to one half) of the amount
recovered. Using a collection agency is always a
sensitive issue, and the firm suggests clients might
want to continue handling their largest accounts
themselves.
How to decrease cash outflow
□ Arrange to pay large bills at the latest date
possible (assuming no discount for early pay
ment). For example, if payment of a $25,000 bill
is delayed for a month and the money invested
at 8½ percent interest, it can earn $167. The
amounts earned can become significant if this
is done regularly.
□ Compare the savings from taking a discount
with what can be earned from delaying pay
ment. A significant difference in the amounts
should influence the decision on when to make
payment.
□ Avoid buying excess inventory. It not only ties
up cash, but the carrying expenses, such as
warehouse space and insurance, can easily add
up to 20 percent of the value of the goods. The
tax requirement to "capitalize" certain inven
tory costs increases the expense still further.
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□ Try to negotiate price discounts for high-vol
ume purchases.
□
Defer payment of income taxes where possible.
In other articles, Israeloff, Trattner & Company
advises clients to monitor accounts receivable,
pointing out that the longer they wait, the less likely
they are to collect. Such losses can be difficult to
make up. With an operating profit margin of 10
percent, for example, a client would need additional
sales of $100,000 to make up a $10,000 accounts
receivable loss.
The CPA firm tells clients that during uncertain
economic times, credit customers tend to pay larger
accounts first, even though it is the smaller busi
nesses that can least afford the cash vacuum caused
by slow paying customers. Also, when interest rates
are high, many companies that previously had no
problems with collecting bills begin to see an
increase in accounts receivable.
As a general rule, the ideal receivable turnover
period is the shortest one consistent with satisfac
tory sales and satisfied customers. This usually
means that clients must tread a fine line between
high-pressure collection tactics that alienate cus
tomers and lenient procedures that jeopardize cash
flow.
Israeloff, Trattner & Company tells clients that
good management, close monitoring, and consis
tent follow-up are the best prevention against
accounts receivable loss. It points out that while
persistence and consistency may be the keys to col
lection, systematic procedures for up-to-the-minute
monitoring of accounts receivable can help them
spot potential collection problems early on. Know
ing where they stand on receivables can allow cli
ents to set policy accordingly. In this regard, the CPA
firm suggests three methods clients can use to
obtain an up-to-date assessment of their accounts
receivable.
Compare with past experiences
Comparison of the latest months figures with those
of prior months can tell clients when they need to
monitor collection efforts more closely. The first
step should be to determine the percent of each
months collections relative to the total amount of
receivables outstanding. If cash collected during the
month was $84,500, for example, and receivables on
the first of the month were $100,000, the effec
tiveness rate is 84.5 percent. This percentage should
then be compared with the average for prior
months. If the current effectiveness rate is below the
average, it is time to analyze why.
Compare with daily sales
Another important calculation is days’ sales out

standing (DS0). This is obtained by dividing average
daily credit sales into the total amount of accounts
receivable. For example, if the average day’s sales
are $2,000 and receivables are $120,000, the DS0 is
60 days. If the terms of sales are net 60 days, the
client appears to be in fine shape. If the terms are net
30 days, however, the client has a problem that
should be looked into.
Compare with annual credit sales
It is also important for clients to check the relation
ship of their annual credit sales with average
monthly receivables. If credit sales are $110,000 and
monthly receivables are $10,000, the current turn
over is 6.5 times a year. This is excellent for most
businesses. Comparisons should be made with stan
dards for the client’s industry, however, and with the
company's historical benchmarks for a more accu
rate assessment of the client’s performance. The
computation can be made on a monthly or quarterly
basis.
In one issue of Ideas & Trends, Mr. Israeloff
reminds clients that their accounts receivable
reflect all the efforts they have put into building the
sales of their businesses. He urges clients to monitor
their accounts receivable levels and turnover by
using the three methods described. "Don’t let your
money remain in someone else's pocket,” he says. □
Student Aid Audit Guide
Training Seminars

The U.S. Department of Education (ED) Office
of Inspector General (OIG) recently issued a
new Audit Guide, Audits of Student Financial
Assistance Programs. The guide provides assis
tance to independent auditors in performing
awards of the student financial assistance pro
grams funded by the ED including the Pell
Grant, Perkins Loan, Income Contingent Loan,
College Work Study, Supplemental Educa
tional Opportunity Grant, and Guaranteed
Student Loan programs. The guide outlines
audit planning and performance considera
tions, lists applicable compliance require
ments, and provides example reports. Copies
of the guide can be obtained from the U.S.
Department of Education, Office of Inspector
General, 330 C Street, S.W., Washington, D.C.
20202. The OIG is considering holding training
seminars on the new Audit Guide in various
locations nationwide if there is sufficient inter
est. CPE credits will be earned. Anyone inter
ested in attending should contact the Office of
Inspector General in New York, (212) 264-8442.
Practicing CPA, October 1990
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The Practicing CPA on Practice
Development
The Practicing CPA on Practice Development is a new
176-page book which is available immediately from
the Institute. The publication is a systematic collec
tion of practice development articles that were pub
lished in the Practicing CPA from December 1977
through December 1988, and contains a wealth of
practical information.
Many practitioners tell us they use Practicing CPA
articles to stimulate practice development discus
sion at their partner retreats, or as reference when
planning their firms' marketing and practice
development programs. The Practicing CPA on Prac
tice Development will make it easy to refer to specific
topics, and eliminates the need to retrieve back
issues of the newsletter.
In order to increase the publications usefulness,
the articles are arranged into twelve chapters that
follow a logical sequence.
The first three chapters, for example, deal with
□ Plans and ideas for practice development,
developing niches and specializations, and
training staff for practice development.

American Institute of Certified Public Accountants, Inc.

1211 Avenue of the Americas
New York, N.Y. 10036

These are followed by some thoughts on
□ The professions and the firm’s image, clients’
perceptions, and client relations and com
munications.
The next five chapters tell you all about
□ Marketing and selling services, networking,
and developing referrals, planning and run
ning successful conferences and meetings,
developing client newsletters and brochures,
and working with advertising agencies.
The book ends with some thoughts and ideas on
□
Mergers and acquisitions of CPA firms.
As clients become more knowledgeable and
demanding, their long-term loyalty to an individual
firm cannot be assumed.
Nurturing client relationships and adopting
sound practice development techniques are essen
tial if firms are to survive and prosper in the years
ahead. The Practicing CPA on Practice Development
can be extremely helpful to all local firms in this
regard.
Discount price to AICPA members is $28. To pur
chase (product no. 092100), call the AICPA order
department, (800) 334-6961; in New York State,
(800) 248-0445. Ask for operator PC. □
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